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CHAPTER  XIV— COMMODITY  CREDIT 
CORPORATION,  DEPARTMENT  OF 
AGRICULTURE 

PART  1480— INDUSTRIAL  HYDRO¬ 
CARBONS  AND  ALCOHOLS  PILOT 
PROJECTS 

Policies  and  Procedures 

AGENCY:  Commodity  Credit  Corpo¬ 
ration. 

ACTION:  Final  regulations. 

SUMMARY:  These  regulations  pro¬ 
vide  policies  and  procedures  for  sub¬ 
mission  and  evaluation  of  definitive 
proposals  for  pilot  projects  for  the 
production  of  industrial  hydrocarbons 
and  alcohols  from  agricultural  com¬ 
modities  and  forest  products  for  which 
projects  loan  guarantees  would  be 
made  pursuant  to  section  1420  of  the 
Food  and  Agriculture  Act  of  1977 
(Pub.  L.  95-113). 

DATES:  Effective  July  11,  1978.  PUot 
Project  Proposals  to  be  received  not 
later  than  October  16, 1978. 

ADDRESSES:  Pilot  Project  Proposals 
should  be  delivered  to  Mr.  Harry 
Brown,  Office  of  Energy,  Room  3812, 
South  Building,  U.S.  Department  of 
Agriculture,  12th  and  Independence 
Avenues  SW.,  Washington,  D.C.  20250. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Mr.  Harry  Brown,  Office  of  Energy, 
Room  3812,  South  Building,  U.S.  De¬ 
partment  of  Agriculture,  12th  and 
Independence  Avenues  SW.,  Wash¬ 
ington,  D.C.  20250,  telephone  202- 
447-4515. 

SUPPLEMENTARY  INFORMATION: 
Many  written  comments  were  received 
following  publication  on  May  12,  1978, 
of  the  proposed  regulations  (43  FR 
20774),  and  written  and  oral  comments 
were  received  at  public  hearings  held 
May  26,  1978,  in  Washington,  D.C.; 
Jime  1,  1978,  in  St.  Louis,  Mo.;  and 
June  3,  1978,  in  Spokane,  Wash.  These 
comments  have  been  carefully  consid¬ 
ered  and  action  taken  on  them  as  fol¬ 
lows  in  issuing  these  final  regulations: 

1.  The  largest  group  of  comments  re¬ 
lated  to  the  methods,  boundaries  and 
other  factors  regarding  energy  aspects 
of  the  project. 

The  requirements  of  the  enabling 
leerislation  have  been  adequately  pre¬ 
sented  in  the  proposed  rules,  and  addi¬ 
tions  have  been  made  to  define  the 
proposed  qualifications.  Energy  con- 
siunption  and  availability  in  the  end 
product(s)  are  of  great  importance  and 
need  to  be  thoroughly  addressed  and 
documented  by  proposers.  In  deter¬ 
mining  the  energy  balance— whether 


more  energy  is  produced  than  the 
fossil  fuel  energy  used— each  proposed 
project  will  be  carefully  appraised  on 
the  basis  of  the  proposal  submissions 
and  related  documentation. 

2.  A  substantial  number  of  commen- 
tors  noted  that  establishing  marketing 
arrangements  would  be  extremely  dif¬ 
ficult  prior  to  submission  because  of 
competitive  economics  with  regard  to 
gasoline  and  the  lack  of  an  established 
market  for  some  potential  applications 
and  softness  with  others. 

The  market  for  the  products  is  a  key 
part  of  any  resulting  business,  and  it  is 
important  that  the  market  potential, 
viability  and/or  commitments  be  in¬ 
cluded  in  the  proposal.  It  is  also  im¬ 
portant  for  a  proposal  to  document 
the  economic  feasibility  of  the  project 
as  a  whole,  as  required  by  these  regu¬ 
lations,  in  such  a  way  as  to  overcome 
the  testimony  of  a  number  of  expert 
witnesses  at  the  hearings  which  seri¬ 
ously  questioned  the  economic  feasi¬ 
bility  of  operations  of  this  general 
type.  There  are  no  provisions  in  this 
enabling  legislation  for  Government 
market  incentives. 

3.  Commentors  suggested  that  the 
definition  of  industrial  hydrocarbon  is 
potentially  restrictive. 

Certain  modifications,  in  concert 
with  these  suggestions,  were  carried 
out  by  minor  changes  in  §  1480.3,  para¬ 
graphs  (c),  (e),  and  (f). 

4.  Several  commentors  suggested 
that  proposals  be  allowed  without  the 
necessity  of  a  loan  commitment  and/ 
or  a  written  affirmation  supporting 
the  necessity  for  a  loan  guarantee. 

Changes  consistent  with  such  com¬ 
ments  are  made  in  §  1480.10  by  post¬ 
poning  the  need  for  this  information 
until  after  a  tentative  loan  guarantee 
has  been  established. 

5.  Several  commentors  suggested 
specific  criteria  (including  require¬ 
ments  for  new  technology),  prefer¬ 
ences  and/or  requirements  related  to 
evaluation  of  proposals. 

These  and  other  factors  are  consid¬ 
ered  to  be  within  the  context  of 
'§  1480.6. 

6.  Several  commentors  suggested 
that  evaluation  credits  be  given  for  en¬ 
vironmental  benefits  or  that  such  be 
required. 

These  comments  are  considered  to 
be  adequately  covered  in  §§  1480.4  and 
1480.6  with  minor  modification. 

7.  Several  commentors  suggested 
changes  in  the  definition  of  the  feed¬ 
stock  resources  to  emphasize  or  delete 
specific  feedstocks  and  to  use  other 
terminology,  including  deletion  of  the 
term  “biomass.” 

With  necessary  modification,  peat 
was  eliminated  on  the  basis  that  it  is 
not  a  renewable  resource.  Biomass  is  a 
recognized  broad  definition  of  renew¬ 
able  agricultural  and  forestry  growth, 
and  it  is  desirable  to  use  all  portions 
that  can  be  economically  used;  thus 
this  wording  was  not  changed. 


8.  The  following  comments  were  con¬ 
sidered,  but  not  adopted;  a.  Provision 
for  100  percent  loan;  b.  Extension  of 
proposal  response  time. 

These  were  deemed  contrary  to  the 
spirit  or  intent  of  the  enabling  legisla¬ 
tion  or  would  unnecessarily  delay  or 
negatively  impact  on  the  results. 

9.  Other  comments  which  were  not 
adopted  related  to  a  broad  range  of 
concerns  regarding  elements  of  poten¬ 
tial  proposals. 

These  were  either  beyond  the  scope 
of  the  program  contemplated,  discre¬ 
tionary  on  the  part  of  the  proposer, 
not  pertinent  to  the  scope  of  the  re¬ 
quirements,  already  adequately  cov¬ 
ered  in  the  requirements,  or  contrary 
to  the  statutory  or  other  legal  require¬ 
ments. 

10.  Numerous  minor  suggestions  for 
editorial  and  clarifying  changes  have 
been  adopted. 

The  final  regulations  include  an  invi¬ 
tation  for  proposals  for  pilot  projects 
to  be  submitted  and  received  on  or 
before  October  16,  1978,  except  that 
lender  and  loan  information  may  be 
submitted  thereafter  when  requested 
by  the  Secretary. 

The  regulations  set  forth  below  will 
be  included  in  subchapter  B  of  Chap¬ 
ter  XIV,  Title  7  of  the  Code  of  Federal 
Regulations,  as  Part  1480. 

Sec. 

1480.1  General. 

1480.2  Project  description  format. 

1480.3  Definitions  and  other  requirements. 

1480.4  Environmental  considerations. 

1480.5  Trade  secrets. 

1480.6  Evaluation  criteria. 

1480.7  Project  monitoring  and  reports. 

1480.8  Patent  and  proprietary  rights. 

1480.9  Loan  guaranty  criteria. 

1480.10  Supporting  loan  guaranty  informa¬ 
tion. 

1480.11  Closing. 

1480.12  Loan  disbursements  by  lender. 

1480.13  Preservation  of  coliateral. 

1480.14  Security  with  respect  to  borrower’s 
assets. 

1480.15  Treatment  of  payments. 

1480.16  Assignment  and  incontestability. 

1480.17  Mandatory  purchase  of  flood  in¬ 
surance. 

1480.18  Effective  date  and  proposal  receipt 
date. 

Appendix  A. 

Authority:  Sec.  1420,  Pub.  L.  95-113,  91 
Stat.  998  (7  U.S.C.  2669). 

§  1480.1  General. 

Section  1420  of  the  Food  and  Agri¬ 
cultural  Act  of  1977,  Pub.  L.  95-113, 
(the  Act)  authorizes  the  Secretary  of 
Agriculture  (the  Secretary)  to  initiate 
a  pilot  program  for  the  production  and 
marketing  of  industrial  hydrocarbons 
from  agricultural  commodities  and 
forest  products.  In  the  Act,  “the  Secre¬ 
tary  is  authorized  and  directed  to  for¬ 
mulate  and  carry  out  a  pilot  program 
for  the  production  and  marketing  of 
industrial  hydrocarbons  derived  from 
agricultural  commodities  and  forest 
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products  for  the  purpose  of  stabilizing 
and  expanding  the  market  for  such 
commodities  and  products  and  ex¬ 
panding  the  Nation’s  supply  of  indus¬ 
trial  hydrocarbons.”  The  Act  also 
states  that  “the  Secretary  shall  pro¬ 
vide  for  four  pilot  projects  for  the  pro¬ 
duction  of  industrial  hydrocarbons 
and  alcohols  from  agricultural  com¬ 
modities  and  forest  products  by  guar¬ 
anteeing  loans  not  to  exceed 
$15,000,000  per  each  such  project,  to 
public,  private  or  cooperative  organiza¬ 
tions  organized  for  profit  or  nonprofit, 
or  to  individuals  for  a  term  not  to 
exceed  twenty  years  at  a  rate  of  inter¬ 
est  agreed  upon  by  the  borrower  and 
lender.”  This  section  and  the  following 
sections  of  Part  1480  of  this  sub¬ 
chapter  constitute  regulations  for  sub¬ 
mitting,  evaluating,  selecting,  and  ap¬ 
proving  applications  for  guaranteed 
loans  under  the  Act.  Project  proposals 
conforming  to  the  Act  and  these  regu¬ 
lations  will  be  considered  by  a  panel  of 
experts  which  will  advise  the  Secre¬ 
tary  concerning  selection  of  pilot  pro¬ 
jects  for  loan  guaranty  under  the  Act. 

§  1480.2  Project  description  format 

Applications  shall  use  the  following 
project  description  format: 

(a)  Project  title:  Title  should  be  de¬ 
scriptive  and  brief. 

(b)  Date  of  submission. 

(c)  Organization:  The  official  name 
and  address  of  the  proposing  organiza¬ 
tion. 

(d)  Responsible  officer:  The  name 
and  address  of  the  official  of  the  orga¬ 
nization  responsible  for  the  project. 

(e)  Designated  contact  official:  The 
name,  address,  and  telephone  number 
of  the  official  working  contact  for  the 
proposing  organization. 

(f)  Lender:  Name  and  address  of  po¬ 
tential  lending  agency,  if  known. 

(g)  Qualifications  of  proposer:  Per¬ 
sonal  qualifications  data  of  key  per¬ 
sonnel  of  proposer  pertinent  to  proj¬ 
ect. 

(h)  Objectives  of  project:  The  objec¬ 
tives  should  establish  specific  pilot 
project  goals  of  production,  timing,  in¬ 
formation  development,  and  followup. 

(i)  Justification  (in  terms  of  Act): 
Statement  showing  how  the  project 
would  address  purposes  of  section  1420 
of  the  Food  and  Agriculture  Act  of 
1977  and  serve  the  national  interest. 

(j)  Raw  materials  and  source  area: 
Statement  should  describe  the  raw 
materials  availability,  sources  and  al¬ 
ternatives,  and  describe  the  assembly 
process. 

(k)  Process  and  flow  diagrams:  State¬ 
ment  should  contain  a  stepwise  de¬ 
scription  of  production,  collection,  pro¬ 
cessing,  storage,  transport  and  market¬ 
ing. 

(l)  Elnergy  balance:  Statement 
should  include  a  detailed  analysis 
demonstrating  how  the  project  would 
meet  the  energy  balance  requirements 


of  Pub.  L.  95-113  and  these  regula¬ 
tions. 

(m)  Products  and  byproducts,  uses 
and  markets:  Statement  should  list 
products,  yields  and  their  alternative 
uses  and  markets. 

(n)  Flexibility  of  raw  material  and 
products:  Statement  showing  opportu¬ 
nities  for  using  alternative  raw  materi¬ 
als  and  products  in  order  to  enhance 
economic  return  and  energy  output. 

(o)  Plant  location,  sites:  Describe  an¬ 
ticipated  plant  location  and  auxiliary 
sites  and  the  respective  advantages  of 
these  locations. 

(p)  Facilities  and  equipment:  De¬ 
scribe  proposed  plant,  facilities,  equip¬ 
ment,  and  marketing  arrangements. 

(q)  Employment:  List  numbers  and 
categories  of  employees  and  expected 
payroll. 

(r)  Construction  and  onstream  time¬ 
table:  Tabulation  or  chart  showing  ti¬ 
metables  for  project  construction,  pro¬ 
duction  start  up  and  sales  progress. 

(s)  Amoimt  of  loan  guarantee  re¬ 
quested:  Loans  requested  and  percent¬ 
age  of  total  cost  of  project. 

(t)  Economic  feasibility  study: 

(1)  Capital  costs:  Tabulation  and  de¬ 
scription  of  investments,  loans  and  re¬ 
payment  of  capital. 

(2)  Operating  costs:  Tabulation  and 
descriptions  of  operating  expenses  re¬ 
lated  to  output. 

(3)  Markets:  Description  and  demon¬ 
stration  of  market  potential,  viability, 
and  commitments. 

(4)  Product  output  and  value:  Tabu¬ 
lation  of  production,  sales  and  returns. 

(5)  Cost  evaluation,  economic  infor¬ 
mation:  Cost  summary  to  provide  evi¬ 
dence  of  the  payment  time  and  eco¬ 
nomic  viability. 

(u)  External  cooperators:  Identifica¬ 
tion  of  assistance  groups  (i.e..  Federal, 
State,  locaL  etc.). 

§  1480.3  Definitions  and  other  require¬ 
ments. 

(a)  "Project”  means  an  undertaking 
by  the  borrower  which  when  complet¬ 
ed  will  result  in  the  production  of  in¬ 
dustrial  hydrocarbons  and/or  alcohols 
from  biomass  and  otherwise  conform 
to  the  requirements  of  these  regula¬ 
tions.  and  Pub.  L.  95-113,  section  1420. 

(b)  The  industrial  hydrocarbons  and 
alcohols  must  be  produced  from  “agri¬ 
cultural  commodities  and  forest  prod¬ 
ucts.”  For  the  most  effective  imple¬ 
mentation  of  the  statute,  the  phrase 
“agricultural  commodities  and  forest 
products”  has  been  construed  in  the 
broadest  sense  as  all  forms  of  farm 
crops,  vegetation,  and  residues.  For 
that  reason,  as  well  as  brevity  of  refer¬ 
ence.  the  regulations  equate  the 
phrase  with  the  term  “biomass,”  “Bio¬ 
mass”  includes,  for  example,  such  di¬ 
verse  materials  as  the  grain  and  stalks 
of  com.  wheat,  and  rice;  cottonseed 
hulls;  fruits  and  vegetables  and  their 
processing  byproducts  and  residues; 


poultry  and  livestock  manures  and  re¬ 
sidues;  wood  products  including  bark, 
pulp,  chips,  and  residues  from  logging 
and  paper  manufacturing;  aquatic 
plants;  and  specific  energy-farm  crops. 

(c)  An  industrial  hydrocarbon  must 
chemically  consist  of  carbon  plus  hy¬ 
drogen  as  the  major  constituent. 

(d)  Alcohols  are  a  class  of  com¬ 
pounds  which  are  hydroxyl  deriva¬ 
tions  of  hydrocarbons.  “Alcohols”  in 
these  regulations  may  contain  no  more 
than  5  percent  other  constituents 
chemically  bound  to  the  alcohol  mole¬ 
cule. 

(e)  Industrial  hydrocarbons  and  al¬ 
cohols  in  these  regulations  are  primar¬ 
ily  intended  for  nonfood  and  nonfeed 
uses,  such  as  direct  fuels  or  industrial 
energy-type  ^aw  materials. 

(f)  Alcohols  and/or  industrial  hydro¬ 
carbons  must  be  major  products  in  a 
project. 

(g)  Total  energy  content  of  the  prod¬ 
ucts  and  byproducts  manufactured  in 
the  operation  must  exceed  the  total 
energy  input  from  fossil  fuels  used  in 
the  manufacture  of  such  products  and 
byproducts.  For  projects  which  pro¬ 
pose  to  operate  using  raw  materials  or 
feedstocks  which  are  residues  of  crop, 
forestry,  or  animal  production  or 
which  constitute  agricultural  commod¬ 
ities  of  below  market  grade,  only  the 
energy  used  for  the  collection  and  for 
the  process  of  conversion  to  hydrocar¬ 
bons  or  alcohols  will  be  counted  in  de¬ 
termining  the  energy  balance.  For  pro¬ 
jects  which  propose  to  use  as  feed¬ 
stocks  commercially  marketable  agri¬ 
cultural  commodities,  the  fossil  fuel 
used  for  the  growing  of  the  crop 
through  final  processing  is  part  of  the 
energy  producing  system  and  will  be 
counted  in  determining  the  energy 
balance.  The  estimation  of  fossil  fuel 
inputs  used  in  production  of  different 
crops  will  be  based  upon  the  publica¬ 
tion:  Energy  and  U.S.  Agriculture, 
1974  Data  Base  Vol.  1  FEA,  USDA 
September  1976  (FEA/D-76/459). 

S  1480.4  Environmental  considerations. 

(a)  Applicant  must  present  adequate 
environmental  impact  information. 
For  a  proposed  project  being  actively 
considered  for  a  loan  guaranty,  an  en¬ 
vironmental  assessment  will  be  pre¬ 
pared  by  the  responsible  Federal  offi¬ 
cial  and  utilized  to  determine  the  envi¬ 
ronmental  consequences  of  the  pro¬ 
posed  project. 

(1)  If,  as  a  result  of  the  above  assess¬ 
ment,  the  Secretary  determines  that 
undertaking  the  proposed  project  will 
have  a  significant  effect  on  the  quality 
of  the  human  environment,  an  envi¬ 
ronmental  -statement  in  accordance 
with  section  102(2)(c)  of  the  National 
Environmental  Policy  Act  of  1969  will 
be  prepared  and  issued  by  the  respon¬ 
sible  Federal  official. 

(b)  If  the  Secretary  determines  that 
undertaking  the  proposed  project  will 
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not  have  a  significant  effect  on  the 
quality  of  the  human  environment,  a 
negative  determination  will  be  pre¬ 
pared  prior  to  final  action  on  the  guar¬ 
anty  application. 

(c)  Nothing  in  this  regulation  shall 
be  construed  to  modify  requirements 
imposed  on  the  borrower  or  lender  by 
Federal.  State  and  local  government 
agencies  in  connection  with  permits,  li¬ 
censes,  or  other  authorization  to  con¬ 
duct  or  finance  these  activities. 

§  1480.5  Trade  secrets. 

Subject  to  requirements  of  the  Free¬ 
dom  of  Information  Act.  other  laws 
and  these  regulations,  trade  secrets, 
commercial  and  financial  information 
and  data  (including  maps)  which  the 
borrower  makes  available  to  the  Secre¬ 
tary  during  the  preliminary  discussion 
or  at  any  other  time  throughout  the 
duration  of  the  project  on  a  privileged 
or  confidential  basis,  will  be  so  treated 
and  will  not  be  publicly  disclosed  with¬ 
out  the  prior  written  approval  of  the 
borrower.  In  order  to  assist  in  carrying 
out  this  provision,  information  deemed 
by  the  borrower  or  lender  to  fall 
within  one  of  the  foregoing  categories 
shall  be  identified  and  appropriately 
marked  by  the  borrower  or  the  lender. 

§  1480.6  Evaluation  criteria. 

(a)  Proposed  projects  must  meet  the 
criteria  of  Pub.  L.  95-113  and  of  these 
regulations.  Total  energy  content  of 
the  products  and  byproducts  manufac¬ 
tured  in  the  operation  must  exceed 
the  total  energy  input  from  fossil  fuels 
used  in  the  manufacture  of  such  prod¬ 
ucts  and  byproducts.  The  operation  as 
a  whole  is  designed  to  demonstrate 
economic  feasibility.  The  technology 
used  in  the  operation  is  potentially  ap¬ 
plicable  at  other  locations  on  a  region¬ 
al  or  national  scale. 

(b)  Additional  criteria  for  evaluation 
of  projects  will  also  be  considered, 
which  further  the  purposes  of  the  Act 
and  provide  for  stabilization  and  ex¬ 
pansion  of  the  market  for  agricultural 
commodities  and  forest  products,  ex¬ 
pansion  of  the  Nation’s  supply  of  in¬ 
dustrial  hydrocarbons  and  alcohols, 
reduction  of  requirements  for  fossil 
fuels  in  production,  ponversion,  mar¬ 
keting  and  utilization  of  biomass  for 
alcohols  and  hydrocarbons,  demon¬ 
stration  and  utilization  of  new  techno¬ 
logical  advances,  diversity  of  feed¬ 
stocks,  conversion  processes,  products 
and  by-products,  and  most  favorable 
environmental  impact. 

§  1480.7  Project  monitoring  and  reports. 

(a)  The  guaranty  agreement  shall 
provide  that  employees  and  represen¬ 
tatives  of  USDA  shall  have  access  to 
the  project  site.  To  the  extent  lawful 
and  within  their  control,  the  lender 
and  borrower  will  assure  availability  of 
such  information  related  to  the  proj¬ 
ect  as  is  necessary  to  permit  the  Secre¬ 


tary  to  determine  technical  progress, 
soundness  of  financial  condition,  man¬ 
agement  stability,  compliance  with  en¬ 
vironmental  protection  requirements, 
and  other  matters  pertinent  to  the 
guaranty. 

(b)  An  annual  progress  report  on 
each  pilot  project,  not  to  exceed  12 
pages,  will  be  required  from  the  bor¬ 
rower.  The  annual  reports  will  be  or¬ 
ganized  around  the  objectives,  the  in¬ 
stallations.  the  processes,  the  produc¬ 
tion  goals,  and  timetables.  The  annual 
reports  will  be  due  on  September  30  of 
each  fiscal  year  of  the  project. 

(c)  A  comprehensive  report  covering 
all  findings,  accomplishments,  and 
cost  evaluations  will  be  prepared  at 
the  end  of  the  first  5  years.  The  pur¬ 
pose  of  this  report  will  be  to  obtain 
fullest  definitive  information  on  the 
economic  and  technical  feasibility  of 
larger-scale  application  of  the  process¬ 
es  tested  in  the  pilot  project.  The  com¬ 
prehensive  report  will  use  the  follow¬ 
ing  format: 

Title  page. 

Foreword. 

Abstract. 

Tables  and  figures. 

Definitions,  abbreviations,  symbols. 

Acknowledgements. 

Chapters: 

1.  Introduction. 

2.  Findings  and  conclusions. 

3.  Recommendations. 

4.  Raw  materials,  process  and  products. 

5.  Marketing  and  utilization. 

6.  Financing  and  cost  analysis. 

7.  Economic  analysis  and  feasibility  of 

scale-up. 

§  1480.8  Patent  and  proprietary  rights. 

(a)  Patents  and  other  proprietary 
rights  accruing  to  the  borrower  and  re¬ 
sulting  from  the  project  will  remain 
with  the  borrower,  except  that  such 
rights  shall  be.  in  the  case  of  default, 
treated  as  project  assets  in  accordance 
with  terms  and  conditions  in  the  guar¬ 
anty  agreement. 

(b)  The  guaranty  agreement  may 
provide  that  patents  or  other  propri¬ 
etary  intellectual  property  rights  uti¬ 
lized  in  or  resulting  from  the  project, 
which  are  owned  or  controlled  by  the 
borrower,  shall  be  made  available  to 
other  domestic  parties  upon  reason¬ 
able  terms  and  conditions  which  pro¬ 
tect  the  confidentiality  of  information, 
if  such  action  is  determined  by  the 
Secretary  to  be  in  the  public  interest. 

§  1480.9  Loan  guaranty  criteria. 

(a)  The  Secretary  may  enter  into 
agreements  to  guarantee  lenders 
against  the  loss  of  principal  and  ac¬ 
crued  interest  on  loans  made  by  such 
lenders  to  qualified  borrowers.  Such 
agreements  can  be  entered  into  only 
for  the  purposes  of  design,  construc¬ 
tion,  and  operation  of  equipment  or 
facilities  for  the  production  of  indus¬ 
trial  hydrocarbons  and  alcohols  from 
biomass. 


(b)  A  loan  application  which  meets  a 
lender’s  standard  without  a  Federal 
guaranty  will  be  regarded  by  the  Sec¬ 
retary  as  not  eligible  for  a  loan  guar¬ 
anty  imder  this  regulation.  No  loan 
shall  be  guaranteed  if  the  income  from 
such  loan  or  the  income  from  obliga¬ 
tions  issued  by  the  holder  of  such  loan 
is  excluded  from  gross  income  for  the 
purposes  of  Chapter  1  of  the  Internal 
Revenue  Code  of  1954. 

(c)  A  guaranty  may  be  made  yonly  if 
the  following  conditions  are  met  as  de¬ 
termined  by  the  Secretary: 

(1)  The  amount  of  a  guaranty  for 
any  loan  for  a  project  does  not  exceed 
$15,000,000. 

(2)  The  guaranty  as  to  principal 
shall  apply  only  to  so  much  of  the 
principal  amount  of  the  loan  as  does 
not  exceed  90  percent  of  the  estimated 
aggregate  cost  of  the  project  with  re¬ 
spect  to  which  the  loan  is  made.  How¬ 
ever,  there  is  no  prohibition  against 
the  guaranty  being  equal  to  100  per¬ 
cent  of  the  loan  to  be  made  by  the 
lender, 

(3)  The  lender  has  set  forth  reasons 
why  the  loan  would  not  be  made  to 
the  borrower  without  a  Federal  loan 
guaranty. 

(4)  The  terms  of  the  loan  require 
full  repayment  over  a  period  of  no 
more  than  20  years. 

(5)  The  loan  bears  interest  at  a  rate 
agreed  upon  by  the  borrower  and 
lender  and  approved  by  the  Secretary. 

(6)  The  project  is  to  be  performed  in 
the  United  States,  its  territories  or 
possessions,  or  on  property  owned  or 
leased  by  the  United  States  outside 
the  United  States,  its  territories  or 
possession. 

(7) ,  The  terms  and  conditions  set 
forth  in  the  loan  agreement  are  ac¬ 
ceptable  to  the  Secretary. 

(8)  The  borrower  and  any  nonguar- 
anteed  lender  agree  in  writing  that  (i) 
the  terms  and  conditions  set  forth  in  a 
nonguaranteed  loan  agreement  relat¬ 
ing  to  the  project  shall  be  acceptable 
to  the  Secretary  and  (ii)  the  nonguar¬ 
anteed  loan  shall  be  'subordinate  to 
the  guaranteed  loan. 

§  1480.10  Supporting  loan  guaranty  infor¬ 
mation. 

(a)  The  lender  and  borrower  shall 
provide  information  in  support  of  the 
application  such  as  described  by  the 
following  items: 

(1)  Full  description  of  the  scope, 
nature,  extent,  and  location  of  the 
proposed  project. 

(2)  A  written  affirmation  by  the 
lender  supporting  the  necessity  for  a 
Federal  loan  guaranty. 

(3)  Evidence  supporting  the  borrow¬ 
er’s  ability  to  complete  the  project  in  a 
timely  and  efficient  manner. 

(4)  Agreed  upon  interest  rate  to  be 
charged  by  the  lender. 

(5)  Period  of  repayment  not  to 
exceed  20  years  and  amount  of  the 
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loan  and  the  percent  of  the  project 
cost  to  be  guaranteed. 

(6)  A  detailed  budget- type  break¬ 
down  of  both  the  estimated  aggregate 
cost  of  the  project  and  the  amount  to 
be  borrowed. 

(7)  Evidence  showing  that  the 
amount  of  the  loan  together  with 
equity  or  other  financing  will  be  suffi¬ 
cient  to  carry  out  the  project. 

(8)  The  borrower’s  plan  to  pay  inter¬ 
est  charges  and  repay  the  loan,  includ¬ 
ing  assumptions  regarding  marketabil¬ 
ity  of  the  project’s  results  or  product. 

(9)  The  aggregate  amount  of  guaran¬ 
ty  commitments  and/or  guaranteed 
loans  outstanding  made  to  the  borrow¬ 
er  under  the  provisions  of  this  regula¬ 
tion. 

(10)  Where  relevant  to  the  purpose 
of  the  loan  guaranty,  a  copy  of  the 
borrower’s  title  or  lease  agreement  to 
the  property,  supported  by  title  opin¬ 
ion  or  other  locally  acceptable  evi¬ 
dence  of  the  borrower’s  interest,  on 
which  the  project  is  to  be  carried  out. 

(11)  Information  covering  the  man¬ 
agement  experience  of  each  officer  or 
key  person  in  the  borrower’s  organiza¬ 
tion  who  is  to  be  associated  with  the 
project. 

(12)  A  description  of  the  borrower’s 
management  concept  and  business 
plan  or  plan  of  operations  to  be  em¬ 
ployed  in  carrying  out  the  project. 

(13)  A  description  of  the  project’s 
technical  and  economic  feasibility. 

(14)  A  description  of  the  intended 
sources  and  amoiint  of  capital  and  its 
form  (equity,  loans  from  principals, 
loans  from  the  lender,  outside  financ¬ 
ing.  or  factoring)  together  with  evi¬ 
dence  of  a  commitment  from  these 
sources  and  a  copy  of  each  such  agree¬ 
ment.  and  evidence  of  the  financial 
ability  of  each  source  to  honor  its 
commitment. 

(15)  A  copy  of  the  loan  agreement  to 
be  executed  by  the  lender  and  borrow¬ 
er. 

(16)  A  listing  of  assets  associated  or 
to  be  associated  with  the  project,  in¬ 
cluding  appropriate  data  as  to  the 
useful  li/e  of  any  physical  asset,  and 
any  other  security  for  the  loan  and 
guaranty  agreement. 

(17)  A  description  of  other  Federal 
financial  assistance  (e.g..  direct  loans, 
guaranteed  loans,  grants,  contracts) 
available  to  the  borrower  in  connec¬ 
tion  with  the  project. 

(18)  A  description  of  the  processes 
and  methods  the  borrower  plans  to 
utilize. 

(19)  Copies  of  all  applications  when 
filed,  and  approvals  when  issued  by 
Federal,  State,  and  local  government 
agencies,  for  permits  and  authoriza¬ 
tions  to  conduct  operations  associated 
with  project, 

(20)  A  description  of  the  borrower’s 
organization  and  a  copy  of  the  busi¬ 
ness  certificate,  partnership  agree¬ 
ment  or  corporate  charter,  bylaws  and 
appropriate  authorizing  resolutions. 


(21)  The  lender’s  written  assessment 
of  all  aspects  of  the  borrower’s  loan 
application  in  sufficient  detail  as 
would  be  completed  by  any  prudent 
lender  considering  a  loan  without  a 
guaranty  together  with  copies  of  in¬ 
vestigations  from  credit  bureaus,  refer¬ 
ences.  bank  inquiries,  and  professional 
organizations. 

(22)  Written  assurance  from  guaran¬ 
teed  and,  when  appropriate  to  the 
project,  nonguaranteed  lenders  that 
the  loan  amounts  as  well  as  terms  and 
conditions  imposed  by  such  lenders 
will  not  be  altered  in  any  significant 
respect  without  approval  of  the  Secre¬ 
tary. 

(23)  A  description  of  salaries  (and 
other  financial  remuneration  includ¬ 
ing  profit  sharing  and  stock  options) 
to  be  paid  to  officers  and  employees  of 
the  borrower  that  are.  or  will  be.  di¬ 
rectly  associated  with  the  project. 

(24)  Evidence  of  consultation  con¬ 
ducted  by  the  borrower  with  appropri¬ 
ate  agencies  of  any  affected  State  re¬ 
garding  the  proposed  project. 

(b)  In  addition  to  supporting  infor¬ 
mation  illustrated  in  paragraph  (a)  of 
this  section,  the  Secretary  may  inde¬ 
pendently  obtain  or  may  require  the 
lender  to  include  with  the  guaranty 
application  the  filing  of  information 
regarding  the  lender  as  deemed  neces¬ 
sary  by  the  Secretary  including  but 
not  limited  to:  , 

(1)  Description  of  the  lender’s  orga¬ 
nization  and  a  copy  of  the  business 
certificate,  partnership  agreement  or 
corporate  charter,  bylaws,  and  appro¬ 
priate  authorizing  resolutions  demon¬ 
strating  the  lender’s  competence  to  ad¬ 
minister  loan  terms  and  conditions. 

(2)  Copies  of  investigations  obtained 
from  credit  bureaus,  reference  and 
bank  inquiries,  and  professional  associ¬ 
ations. 

(3)  Descriptions  covering  the  man¬ 
agement  experience  of  each  officer  or 
key  person  in  the  lender’s  organization 
who  is  or  will  be  associated  with  the 
loan. 

(4)  A  description  of  the  management 
concept  to  be  employed  by  the  lender 
in  surveillance  of  the  loan. 

(5)  When  appropriate  to  the  project, 
evidence  of  the  lender’s  experience  in 
surveying  the  financial  aspects  of  com¬ 
plex  technological  projects. 

(c)  The  Secretary  shall  consider  the 
application  and  other  relevant  infor¬ 
mation  and  shall  be  responsible  for  (1) 
determining  whether  the  application 
is  in  compliance  with  this  regulation; 
(2)  assessing  and  evaluating  the  finan¬ 
cial,  technical,  environmental,  man¬ 
agement.  and  marketing  aspects  of  the 
project. 

(d)  Information  required  by  this  sec¬ 
tion  on  the  lender  and  loan  details 
need  not  accompany  the  proposal  and 
may  be  supplied  when  requested  by 
the  Secretary. 


§1480.11  Closing. 

The  major  activities  leading  to  the 
closing  of  the  guaranty  agreement  in¬ 
clude  the  following: 

(a)  When  an  application  for  a  loan 
guaranty  has  been  approved  by  the 
Secretary,  the  Secretary  will  so  notify 
the  lender  and  the  borrower  and  pro¬ 
vide  them  with  a  copy  of  the  proposed 
guaranty  agreement. 

(b)  The  Secretary  shall  arrange  with 
the  lender  and  the  borrower  for  the 
preparation  and  review  of  necessary 
documents  and  agree  upon  a  date  for 
execution  of  a  guaranty  agreement. 

§  1480.12  Loan  disbursements  by  lender. 

Unless  otherwise  provided  in  the 
guaranty  agreement,  the  lender  shall 
not  make  any  disbursement  on  the 
loan  until  it  has  followed  notification 
requirements  as  set  forth  in  appendix 
A.  section  (c)(1),  and  has  received  writ¬ 
ten  notice  from  the  Secretary  that  dis¬ 
bursement  is  approved. 

§  1480.13  Preservation  of  collateral. 

Unless  otherwise  provided  in  the 
loan  guaranty  documents,  upon  de¬ 
fault  by  the  borrower,  the  holder  of 
collateral  associated  with  project  shall 
take  actions  such  as  the  Secretary 
may  reasonably  require  to  provide  for 
the  care,  preservation,  and  mainte¬ 
nance  of  such  collateral  so  as  to 
achieve  maximum  recovery  upon  liqui¬ 
dation  of  collateral,  security  and  guar¬ 
antees  for  the  loan.  The  lender  shall 
not  waive  or  relinquish,  without  the 
consent  of  the  Secretary  any  collateral 
or  guaranty  for  the  loan  to  which  the 
Government  would  be  subrogated 
upon  payment  under  the  guaranty 
agreement  to  the  lender. 

§  1480.14  Security  with  respect  to  borrow¬ 
er’s  assets. 

Each  loan  guaranteed  under  this 
regulation  will  be  secured  by  liens  or 
assignments  of  rights  in  assets  associ¬ 
ated  with  the  project,  or  such  other 
sectirity  specified  in  the  guaranty 
agreement  as  the  Secretary  may  deter¬ 
mine  to  be  reasonably  required  to  pro¬ 
tect  the  interests  of  the  United  States. 

§  1480.15  Treatment  of  payments. 

When  the  lender  holds  a  guaranteed 
and  nonguaranteed  portion  of  a  loan, 
payments  of  principal  made  by  the 
borrower  in  accordance  with  the  loan 
agreement  shall  be  applied  by  the 
lender  to  reduce  the  guaranteed  and 
nonguaranteed  portion  of  the  loan  on 
a  proportionate  basis. 

§  1480.16  Assigrnment  and  incontestability. 

(a)  Except  as  may  be  required  by 
law,  the  lender  may  assign  to  another 
lender  rights  and  obligations  imder 
the  loan  or  guaranty  agreement  only 
with  the  prior  written  consent  of  the 
Secretary. 
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(b)  The  lender  may  provide  other 
lenders  with  participating  shares  in 
the  loan  without  the  prior  consent  of 
the  Secretary.  Written  notice  shall  be 
given  by  the  lender  to  the  Secretary 
and  the  borrower  when  participating 
shares  are  so  provided.  However,  the 
original  lender  shall  continue  to  be  re¬ 
sponsible  for  and  perform  the  provi¬ 
sions  of  the  guaranty  agreement  per¬ 
taining  to  the  lender,  unless  the  Secre¬ 
tary  approves  a  substitute  lender. 

(c)  The  guaranty  agreement  shall  be 
conclusive  evidence  that  the  guaranty 
and  the  underlsdng  loan  are  in  compli¬ 
ance  with  the  provisions  of  Pub.  L.  95- 
113,  section  1420,  and  this  regulation 
and  that  such  loan  has  been  approved 
and  is  legal  as  to  principal  and  interest 
and  other  terms.  Such  a  guaranty 
shall  be  valid  and  incontestable  by  the 
Government  except  for  fraud  or  mis¬ 
representation  by  the  holder  of  the 
obligation. 

§  1480.17  Mandatory  purchase  of  flood  in¬ 
surance. 

The  Flood  Disaster  Protection  Act  of 
1973  (Pub.  L.  92-234)  may  require  pur¬ 
chase  by  the  borrower  of  flood  insur¬ 
ance  as  a  condition  of  receiving  a  guar¬ 
anty  on  loans  for  acquisition  or  (x>n- 
struction  purposes  in  an  identified 
flood  plain  area  having  special  flood 
hazards. 


RULES  AND  REGULATIONS 

§  1480.18  Effective  date  and  proposal  re¬ 
ceipt  date. 

This  Part  1480  shall  become  effec¬ 
tive  July  11,  1978.  Pilot  Project  Loan 
Guaranty  proposals  to  be  considered 
under  these  regulations  must  be  re¬ 
ceived  on  or  before  October  16,  1978, 
by  Mr.  Harry  Brown,  Office  of  Energy, 
Room  3812  South  Building.  U.S.  De¬ 
partment  of  Agriculture,  12th  and  In¬ 
dependence  Avenue  SW.,  Washington, 
D.C.  20250. 

AppzarDix  A— Loan  Servicing  Bt  Lender 

Loan  guaranty  agreements  approved  in  ac¬ 
cordance  with  this  regulation  shall  provide 
that; 

(a)  The  lender  shall  exercise  such  care 
and  diligence  in  the  disbursement,  servicing, 
and  collection  of  the  loan  as  would  be  exer¬ 
cised  by  a  reasonable  and  prudent  lender  in 
dealing  with  a  loan  without  guaranty. 

(b)  The  loan  agreement  shall  provide  the 
customary  period  of  grace  for  the  making  of 
any  payment  of  principal  or  interest.  How¬ 
ever,  the  lender  shall  not  grant  to  the  bor¬ 
rower  any  further  extension  of  time  over 
and  above  any  period  of  grace  for  the 
making  of  any  payment  in  whole  or  in  part 
under  the  loan  agreement  without  the  prior 
written  consent  of  the  Secretary. 

(c)  The  lender  shall  notify  the  Secretary 
in  writing  without  delay: 

(1)  That  the  first  disbursement  is  ready  to 
be  made,  together  with  evidence  from  the 
borrower  that  the  Project  has  commenced 
or  is  about  to  commence. 


(2)  At  monthly,  or  at  other  agreed  upon 
intervals,  of  the  date  and  amount  of  each 
subsequent  disbursement  under  the  loan. 

(3)  Of  any  nonpasmient  by  the  borrower 
of  principal  or  interest  as  required  by  the 
loan  agreement,  if  such  nonpayment  is  not 
cured  within  the  grace  period,  together  with 
evidence  of  appropriate  notifications  made 
by  the  lender  to  the  borrower. 

(4)  Of  any  failure,  known  to  the  lender,  by 
an  intended  source  of  capital  to  honor  its 
commitment. 

(5)  Of  any  failure  by  the  borrower,  known 
to  the  lender,  to  comply  with  terms  and  con¬ 
ditions  as  set  forth  in  the  loan  agreement  or 
guaranty  agreement. 

(6)  When  the  lender  believes  that  the  bor¬ 
rower  may  not  be  able  to  meet  any  future 
scheduled  payment  of  principal  or  interest. 

(d)  In  the  event  the  lender  retains  the 
option  to  accelerate  payment  of  the  borrow¬ 
er’s  indebtedness,  the  lender  shall  not  do  so 
without  the  prior  written  consent  of  the 
Secretary. 

Note.— The  Commodity  Credit  Corpora¬ 
tion  has  determined  that  this  document 
does  not  contain  a  major  proposal  requiring 
preparation  of  an  Economic  Impact  State¬ 
ment  imder  Executive  Order  11821  as 
amended  and  OMB  Circular  A- 107. 

Dated:  July  6. 1978. 

Carol  Tucker  Foreman, 
Acting  Secretary. 

[FR  Doc.  78-19096  FUed  7-10-78:  8:45  am] 
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